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CONFIDENTIAL MADRID 6167 

E.O. 11652: GDS 
TAGS: ETRD, SP 

SUB J : SHOES: CONSULTATION ON INTERNATIONAL TRADE COMMISSION 
INVESTIGATION 

REF: (A) STATE 198253; (B) STATE 204326 

1. EMBASSY COMMENTS ON SPECIFIC POINTS RAISED IN 
REF B FOLLOW: 

A. CURRENT STATUS OF SPANISH SHOE INDUSTRY (UPDATE 
OF LAST FOOTWEAR REPORT SUBMITTED MADRID A- 188, SEPT. 27, 

1974). THE SPANISH SHOE INDUSTRY IS HEALTHY AND EN- 
JOYING ITS SECOND CONSECUTIVE RECORD YEAR FOR EXPORTS. 
FOLLOWING THE 27 PERCENT GROWTH IN VALUE OF EXPORTS IN 1974, 
THE FIRST SEMESTER OF 1975 SAW EXPORTS RISE 20 PERCENT 
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OVER THE SAME PERIOD IN 1974. IN 1974 GROWTH WAS 
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CHARACTERIZED BY DRAMATIC INCREASES IN SHOE EXPORTS TO 
FRANCE, WEST GERMANY AND THE UK COMPARED TO ALMOST NO 
INCREASE IN SLAES TO THE U.S. IN CONTRAST, EXPORT GROWTH 
THIS YEAR SEEMS MAINLY DUE TO INCREASED SALES TO THE U.S. 

2. SPAIN HAS ALREADY SEEN ITS SHOE EXPORTS RESTRICTED 
IN THE AUSTRALIAN MARKET (GENEVA 6488, 23 OCT 74) AND 
SEVERAL EEC COUNTRIES HAVE VOICED ALARM AT RAPIDLY IN- 
CREASING SHOE IMPORTS, MAINLY FROM SPAIN. WITH SUGGESTIONS 
OF LIMITING THESE IMPORTS. THE PICTURE BEING DRAWN FOR 
SPAIN IS THAT WHEREVER IT ENJOYS SUCCESS WITH SHOE SALES. 

IT QUICKLY DRAWS OFFICIAL MOVES TO LIMIT THAT SUCCESS. 

THIS REACTION ON THE PART OF MAJOR BUYERS TO SOME EXTENT 
SOURS SPAIN'S ATTITUDES TOWARD THESE TRADING PARTNERS BUT 
AT THE SAME TIME COMPELS IT TO ACTIVELY SEEK NEW MARKETS. 

3. ANOTHER FACTOR ALSO FORCES SPAIN TO SEEK NEW MARKETS. 

THE HEART OF ITS EXPORT ORIENTED SHOE INDUSTRY IS THE 
DESOLATE INTERIOR OF ALICANTE PROVINCE. AN AREA WHOSE 
ONLY OTHER MAJOR SOURCES OF INCOME ARE CUTTING MARBLE 
AND BEING THE SETTING FOR THE OCCASIONAL MOTION 
PICTURE PRODUCTION REQUIRING DESERT OR LUNAR LIKE LOCALES. 

SHOE INDUSTRY WORKERS AND ENTREPRENEURS HAVE LITTLE OTHER 
CHOICE - THEY MUST STAY IN SHOES. THIS REALITY FORCES 

THEM TO SEEK FOREIGN MARKETS WHEREVER THEY MAY BE AND NO 
MATTER HOW HARD THEY ARE TO PENETRATE. 

4. B. HOST GOVERNMENT CONCERNS. THE VERY FAVORABLE EX- 
PORT PICTURE FOR SPANISH SHOES DOES NOT MEAN THE GOS WILL 
BE ANY LESS HOSTILE TO PROPOSED LIMITATIONS ON ITS SHOE 
SLAES TO THE U.S. THAN IT WAS TO OUR IMPOSITION OF 
COUNTERVAILING DUTIES ON ITS SHOES LAST YEAR. SHOES ARE 
STILL SPAIN'S "BREAD AND BUTTER" EXPORTS TO THE U.S. HAVING 
ACCOUNTED FOR ALMOST 25 PERCENT OF ALL ITS EXPORTS TO THE 
U.S. IN 1974. THE POSITION OF SHOE EXPORTS TO THE U.S. APPEARS 
EVEN MORE IMPORTANT TO SPAIN WHEN IT CONSIDERS ITS JUGE 
DEFICIT IN BILATERAL TRADE WITH THE U.S. ($1.6 BILLION IN 1974). 

GIVEN THIS SITUATION, IT IS NO SURPRISE THAT SPAIN REACTS 
HEATEDLY TO ANY THREAT TO ITS SHOES ENTERING THE U.S. 
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5. COMPOUNDING THE BILATERAL TRADE DEFICIT WITH THE U.S. 

IS SPAIN'S GREATLY INCREASED IMPORT BILL DUE MAINLY TO THE 
THREEFOLD INCREASE IN PRICES OF IMPORTED CRUDE OIL. SO 
FAR THE GOS HAS ELECTED TO MEET MOUNTIHG IMPORT COSTS BY 
STIMULATING EXPORTS RATHER THAN BY DECREEING RESTRICTIONS 
ON IMPORTS. HOWEVER, EXPORTS HAVE ENJOYED ONLY MODERATE 
GROWTH (LED BY SRUGING SHOE EXPORTS) AND MOST BOP RELIEF HAS 
COME FROM REDUCED RATE OF GROWTH IN IMPORTS DUE TO A LETHARGIC 
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INDUSTRIAL SECTOR AND BORROWING. 

6. THE GOS S CONCERN CAN BE SUMMED UP AS HAVING TO DEFEND 
ONF OF ITS MOST IMPORTANT EXPORT INDUSTRIES, PARTICULARLY 
IN TRADE WITH THE U.S., THAT IS A T THE SAME TIME THE 
ECONOMIC LIFEBLOOD OF A REGION OF THE COUNTRY. THIS 
CONCERN SHAPES ITS ATTITUDE TOWARD PROPOSED LIMITATIONS 
ON ITS SHOE EXPORTS, AN ATTITUDE REINFORCED BY SPANISH 
SHOE MANUFACTURERS WHO BELIEVE THEY ARE BEING PENALIZED 
FOR THEIR SUCCESS IN FOREIGN MARKETS. THESE SAME BUSI- 
NESSMEN ARE UNIMPRESSED BY PLEAS OF DISRUPTIONS IN THE 
U.S. SHOE INDUSTRY SINCE THEY ARGUE THAT HIGH PRICED 
AMERICAN LABOR HAS NO PLACE IN THE LABOR INTENSIVE SHOE 
INDUSTRY AND THAT AMERICANS SHOULD BE MANUFACTURING MORE 
SOPHISTICATED PRODUCTS. 

7. C. RECEPTIVITY TO CONSULTATIONS. THE GOS WILL AGEE 

TO CONSULTATIONS ON THE ' ESCAPE CLAUSE" PETITION BECAUSE 
OF THE IMPORTANCE OF THE U.S. SHOE MARKET AND BECAUSE IT 
DOESN'T HAVE ANY CHOICE. HOWEVER, THE GOS WILL NOT BE 
IMPRESSED BY ECONOMIC REASONS PUT FORWARD FOR APPROVING 
THE PETITION. THIS FACT COUNSELS AGAINST ATTEMPTS TO 
CONVINCE THE SPANISH OF THE MERITS OF THE PETITION AND 
THE NEED TO LIMIT SHOE IMPORTS. THE PREFERABLE APPROACH 
MIGHT BE TO STATE THAT OUR DOMESTIC INDUSTRY SEEKS THIS 
RELIEF UNDER OUR NEW TRADE ACT, TO CAREFULLY EXPLAIN THE 
INDUSTRY'S RATIONALE, AND TO LEAVE IT FOR THE SPANISH TO 
DRAW THEIR OWN CONCLUSIONS ABOUT THE INFLUENCE OF DOMESTIC 
INTERESTS. 

8. SPAIN WILL DOUBTLESS TAKE THE OPPORTUNITY OF CONSUL- 
TATIONS TO FILE A COUNTER BRIEF FOR CONSIDERATION BY THE 
INTERNATIONAL TRADE COMMISSION (IF THEY HAVEN'T ALREADY 
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DONE SO BEFORE THEN). IT WILL MOST LIKELY TAKE OTHER 
COUNTER ACTIONS. THE FIRST WILL PROBABLY BE A DIPLOMATIC 
PROTEST COUPLED WITH INTRODUCING THE SUBJECT INTO THE 
CURRENT BILATERAL TREATY NEGOTIATIONS. SPAIN MAY ALSO 
TAKE THE MATTER TO THE GATT AND RAISE IT IN ANY MULTI- 
LATERAL TRADE NEGOTIATIONS AS EVIDENCE OF U.S. "BAD 
FAITH" IN SEEKING FREER TRADE. THERE IS ALSO THE DISTINCT 
POSSIBILITY OF RETALIATION. DURING THE COUNTERVAILING 
DUTY FUROR, SPAIN THREATENED TO AIR THE U.S. DISC PROGRAM 
IN THE GATT. IT COULD ALSO REDIRECT SOME IMPORTANT IM- 
PORTS (THOUGH NOT THE PRINCIPAL ONE) FROM THE U.S. TO OTHER SUPPLIERS 

SPAIN'S SECOND LARGEST IMPORT FROM THE U.S., MACHINERY, ENTERS 
UNDER THE GLOBALIZED QUOTA REGIMEN WHICH GIVES THE GOVERNMENT 
DIRECT CONTROL OVER THE QUANTITY AND SOURCE OF THESE 
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IMPROTS. THE THIRD LARGEST IMPORT IS SOY BEANS WHICH 
ARE STATE TRADED COMMODITIES IMPORTED EXCLUSIVELY BY THE 
GOVERNMENT. THE GOS IS ALREADY ENCOURAGING LOCAL SOY 
BENA CRUSHERS TO ACCEPT BRAZILIAN BEANS AS AN ALTERNA- 
TIVE SUPPLY. THE FOURTH LARGEST IMPORT FROM THE U.S., 

COKING COAL, WAS THE MAIN ITEM SPAIN SECURED FROM POLAND 
IN ITS RECENT LARGEST EVER BILATERAL TRADE AGREEMENT. 

9. SPAIN CAN CONVINCINGLY ARGUE PRIVATELY AND PUBLICLY 
THAT OVER THE LAST YEAR ITS ECONOMIC RELATIONS WITH THE 
U.S. SEEN FROM ANY VANTAGE POINT APPEAR NOTABLY ONE- 
SIDED. ON THE ONE HAND, THERE WAS THE $1.6 BILLION 
TRADE SURPLUS ENJOYED BY THE U.S. ON THE OTHER, WHAT- 
EVER THE VALIDITY OF THE JUSTIFICATIONS, SPAIN SAW 
COUNTERVAILING DUTIES IMPOSED ON IMPORTS OF SPANISH 
SHOES AND OLIVES, OUR INSISTENCE ON "AMERICAN LABELING" 

ON IMPORTED SPANISH WINES, OUR EFFORTS TO LIMIT ITS 
FISHING CATCH IN U.S. WATERS, AND, DURING THAT PERIOD, 

OUR RELUCTANCE TO GRANT SPAIN GSP STATUS UNDER THE 
TRADE ACT OF 1974. PLACING QUANTITY RESTRICTIONS ON 
SPANISH SHOES WOULD REINFORCE A GROWING SPANISH FEELING 
THAT THE U.S. IS NOT GIVING IT A "FAIR SHAKE” IN BI- 
LATERAL TRADE RELATIONS AND THE NOTION THAT RESTRICTIONS 
ARE A GAME THAT TWO CAN PLAY. 

STABLER 
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